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About the Company 


Dayton Hudson 
Corporation, America’s 
fifth largest general 
merchandise retailer, is 
committed to being a 
premier growth company 
and corporate citizen. 
Each of our operating 
companies strives to be a 
major force in its geograph- 
ic markets, retail category 
and customer segment. 
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Target, which generated Mervyn's, which con- 
70 percent of our revenues, tributed 17 percent of 
is an upscale discount chain our revenues, is a middle- 
of 736 stores in 38 states, market promotional depart- 
providing quality merchan- ment store emphasizing 
dise at low prices in guest- name-brand apparel, and 
friendly stores. domestics and housewares 


through 300 stores in 16 
states. 
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Department Store 
Division, which produced 
13 percent of our revenues, 
offers trend leadership, 
quality merchandise and 
superior service through 
65 Dayton’s, Hudson’s and 
Marshall Field’s stores 

in nine states. 
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except Per Share Data) 


1995 


(Millions of Dollars 


1996 


For the Year 


Revenues $25,371 $23,516 8% 
Net earnings $ 463" e «314 49% 
Fully diluted earnings per share ©. 12957 $ 1,30 50% : 


Cash dividends declared per share $  .63 § 59 7% 


At Year-end 


Common shares outstanding 217,205,226 215,894,520 
Retail square feet 117,989,000 109,091,000 
Number of stores 1,101 1,029 


* Net of a pre-tax real estate repositioning charge of $134 million ($81 million after-tax), or 35 cents per share; and an after-tax 
extraordinary charge for debt repurchase of $11 million, or 5 cents per share 
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[Total Shareholder Return \ 


(five year cumulative 


as of Jan. 31, 1997) 
93% DHC 
120% S&P 500 Index 
(Share Price Appreciation 37% S&P Retall Composite index 
(one year as of Jan. 31, 1997) 29% Peer Group Index* 
52% DHC 


*index includes DHC and its major retail 
ee Pd Ns ere competitors and excludes food retailers 
24% S&P 500 Index 

18% S&P Retail Composite Index 


21% Peer Group index* 


Our goal is to create value for shareholders through our 
leadership as a general merchandise retailer that offers 
products and services that exceed guest expectations. 


‘tn July 1996 the company’s stock | 
split three-for-one. Dayton Hudson's 
last stock split was a two-for-one 
split in July 1983. 

! Dayton Hudson increased the \ 


quarterly dividend 7 percent in 
fiscal 1996, the 25th consecutive 
year of dividend increases. 

The company has paid 117 
consecutive quarterly dividends 
to shareholders since it went 
public in 1967. 


To Our Shareholders: 


Last year, we committed ourselves to improve the 
financial performance of this company. Our efforts 
were very successful in 1996. 


* Revenues exceeded §25 billion. 

* We reported record operating profit, net income and 
earnings per share for the year. 

* We reduced our debt leverage to the midpoint of our 
target range. 

* We achieved a record stock price. 

We are proud of the progress we made in 1996 and 
believe that we are well positioned to build on this perfor- 
mance in 1997 and beyond. In each of our operating divi- 
sions, we have now fully implemented strategies that allow 
us to enhance guest satisfaction and compete effectively 
in our respective markets. We also remain committed to 
the “Power of One,” continuing to capitalize on operating 
synergics among our divisions and to leverage the resources 
of the total corporation. Together, these efforts give us the 
confidence that we can achieve annual earnings per share 
growth of 15 percent or more over time and, as a result, 


create substantial value for our shareholders. 


Target 
In 1996, Target generated industry-leading comparable- 
store sales growth and achieved record operating profit of 
more than $1 billion. At the same time, Target expanded its 
presence with new stores in both existing and new markets. 
During the year, Target made its entry into a number of 
mid-Atlantic and Northeast markets, including Buffalo, 
New York; Richmond, Virginia; Baltimore, Maryland; and 
the District of Columbia metropolitan area. These markets, 
as well as others in this region, provide Target with exciting 
opportunities for future growth because of the dense popu- 
lation and ideal income demographics of potential guests. 
In addition, Target’s success in recent years in entering new 
markets, such as Chicago and Cleveland, gives us confidence 
in Target's ability to continue to gain market share quickly 
and meet our overall profit objectives, while growing 


square footage at about 10 percent annually, 


Target's ongoing financial success stems from our 
strategic differentiation, Target distinguishes itself from 
other discounters by providing its guests with quality, 
trend-right merchandise, superior service, a convenient 
shopping experience and competitive prices. The Target 
Guest Card, a proprietary credit card with more than 
five million holders at year-end 1996, provides another 
compelling reason for guests to shop at Target. It is a 
significant business for us and also contributes to increased 
operating profit through incremental sales. 

In 1996, Target initiated a three-vear program to remove 
expenses that do not contribute to serving our guests. 
Specifically, the program is designed to reduce Target's 
operating expense rate by eliminating $200 million or more 
of expenses by year-end 1998. In 1996, Target completed 
the first phase of this initiative and eliminated more than 
$60 million from its expense structure, Savings of a similar 
amount are expected in 1997 and 1998. 

To remain a leader in the discount industry and deliver 
even more profitability in future years, Target will continue 
to pursue strategic growth opportunities, distinguish itself 
from the competition and focus on reducing costs. We are 
executed well - 


confident that these strategies position 


Target for continued growth in the years ahead. 

Mervyn's 
Mervyn’s substantially improved its profit performance in 
1996 and reported the highest operating margin among 
Dayton Hudson's divisions. This strong financial recovery 
is attributable to a revamped merchandising and marketing 
strategy and an aggressive expense reduction program. The 
strategy includes offering more brand names, paring assort- 
ments to provide a more focused merchandise presentation, 
intensifying promotional activity and redirecting our adver- 


tising resources to increase effectiveness, In short, we have 


given our guests more reasons to shop at Mervyn's. 
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Mervyn's initiated other actions in fiscal 1996 to 
strengthen our business and fortify our competitive position 
in our primary markets. In January 1997, Mervyn's 
announced plans to exit the Florida and Georgia markets, 
where we had limited penetration. We also announced our 
plan to sell or close approximately 10 additional underper- 
forming stores throughout the chain. 

In 1997, one of our top priorities is to generate 
profitable sales growth at Mervyn's and restore top-line 
performance to industry-average levels. In addition, we 
expect Mervyn's to make further progress toward its goal 
of achieving at least a 7 percent operating profit margin. 
To lead these efforts, we recently named Bart Butzer as 
president of Mervyn’s. Bart’s retail experience and strong 


leadership make him well-suited for this position. 


Department Store Division 
As we indicated when the year began, 1996 was a year of 
transition for our Department Store Division. Our goal was 
to return Dayton’s, Hudson's and Marshall Field's to their 
heritage as fine department stores and reclaim their position 
as the pre-eminent department store franchise in our upper 
Midwest markets. To achieve this objective, we imple- 
mented a strategy to expand our assortment of “better” 
and unique merchandise, to reduce the number of 
storewide promotional days and to improve guest service 
by increasing staffing levels in key merchandise areas 
throughout our stores, 

In addition to this strategic repositioning, the Department 
Store Division also initiated several efforts during 1996 to 
consolidate and strengthen its position in the marketplace. 
We announced the disposition of our four Marshall Field's 
stores in Texas in order to focus resources on our core 
Midwest markets. To enhance our market share in these 
markets, we also opened one new Hudson’s store in 
Detroit, one new Dayton’s store in the Twin Cities and two 
Marshall Field's home-furnishing stores in Chicago. In 1997, 
we will open two traditional full-line department stores — 
one in Michigan and one in Ohio. 

We believe that the changes we are making at 
our Department Store Division are appropriate 
and necessary to achieve our longer-term oper- 


ating margin objective of 9 percent or greater. 


Integral to these efforts is a substantial cost-reduction 
program, similar to initiatives implemented at Target and 
Mervyn’s in the past year. As with our other two divisions, 
we are focusing on eliminating expenses in areas that do 
not affect guest service. 

We believe that we are now positioned to deliver sub- 
stantially improved financial results at the Department 


Store Division in 1997 and beyond. 


Credit 
Internal credit is an important part of our retail operations 
and was a significant contributor to our earnings growth in 
1996. Greater profitability was driven by continued expan- 
sion of the Target Guest Card, increases in credit income 
at all three divisions and development of guest loyalty 
programs. We also continued to increase efficiencies and 
leverage the resources of a consolidated credit organization. 
In 1997, we will continue to pursue new accounts and 
implement guest relationship programs to grow our credit 
business. We will also increase our investment in credit 
information systems to reduce expense and improve produc- 
tivity. As a result, we are confident that we will achieve 
even higher levels of operating profit in the years to come. 
Our Team 
At Dayton Hudson Corporation, we are fortunate to employ 
218,000 team members who are dedicated to providing 
superior service for our guests every day. We also appreciate 
the contributions made by our board of directors through- 
out the year. As I look ahead to 1997 and beyond, | am 
convinced that we have the right complement of businesses, 
the right strategies in place and the right people to lead 


and manage our growth into the next millennium. 


Sincerely, 


Ost lok 


Bob Ulrich 
Chairman and Chief Executive Officer 
March 24, 1997 


Board of Director Changes 

In early 1997, Rand Araskog, chairman and chief executive of 
ITT Corp., and Pat McPherson, president of Bryn Mawr College, 
retired from the board of directors. We thank Rand for his 

15 years and Pat for her eight years of service and expertise 
in 1996, we welcomed to the board Richard Kovacevich, chair 
man and chief executive officer of Norwest Corp. 
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_ Measuring Our Performance } 


We measure Our SUCCESS at Dayto 
Hudson by how well we serve our key constituents — 
shareholders, guests, team members and our com 
munities. Quite simply, it means we’re committed ta: 


a Fine 


Maximizing shareholder returns over time; 


Providing value to our guests through an unwavering 
dedication to merchandise leadership, quality products, competitive 


prices, excellent service and a convenient shopping experience; 
Building our reputation asa Preferred place to work; and 


Continuing our strong support of and C ommitment to 
communities where we live and work. 


On the following pages, you will read more about the initiatives . 
underway at each of our operating divisions that are helping us reward 
our shareholders and other stakeholders of Dayton Hudson. 


Ta rget is an upscale discount store that provides 
quality merchandise at attractive prices in Spacious 
and guest-friendly stores. 


In 1996, Target posted strong sales and achieved a record level of operating profit. The key to our consistent 
financial success is our differentiation from the competition. While we meet or beat the competition on price, 
we offer more for our guests in terms of our trend-right merchandise; our clean, attractive store environment; 
and our attention to guest service. Target is known for its high-quality merchandise, fresh assortments and 
cohesive merchandise presentation, As a high-volume, low-margin format, Target is always looking for ways 

to reduce expenses and in 1996 eliminated more than $60 million of annual operating expenses. Our strategy 
is to continue to offer our guests more reasons to shop at Target by differentiating ourselves from Wal-Mart 


and Kmart while maintaining our competitive pricing. 


Easy-to-shop stores 
A Target store's wide aisles, clear signage and bright environment are by design 
Target's high standards for store environment begin with an optimal store design and 
include hiring the best contractors and then maintaining the stores with first-class 
building services teams. Since Target's inception in 1962, one of our core values has 
been to provide a clean, easy-to-shop store for our guests 


Speed and service 
Speed and courteous service are priorities at Target because research shows they are 
most important to our guests. To meet the continuing challenge to improve its guest 
service culture, in 1997 Target will introduce new CD-ROM-based training for 
all team members. The training — called “| can do that!” — will provide 


/ 


coaching in four key service behaviors: being friendly, greeting the guest, 

offering help and responding quickly. To increase speed of service, different 
in-store technologies are being tested for their effectiveness, such as pagers 
and hands-free communication. Our goal is simple: respect guests and their time 
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High-quality apparel 

Target is committed to selling high-quality 
merchandise and offering fashionable. apparel 
for our guests. In 1996, Target introduced its new 
Cherokee line in women’s, girls’, accessories and 
women’s shoes — the largest softlines brand 
launch. in Target history. The line features sweat- 
shirts, t-shirts, pants and sweaters. The Cherokee 
brand appeals to the Target guest who wants high- 
quality “weekend wear.” In the first six months on 
the floor, Cherokee outsold its 18-month sales 
plan by $50 million. The sticcess of the line was 
instrumental in Target achieving a comparable- 
Store sales increase in ready to wear and girls in 
1996. In 1997, the Cherokee’brand is expected 
to further increase sales and also have a positive 


spillover effect on Target’s basic apparel! business. 


& ” 
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Target Guest Card More than five million account holders now enjoy the benefits of the Target 
Guest Card: The Guest Card was introduced nationwide in 1995. The card results’in incremental sales 


for Target and added about a percentage point to-the division’s comparable-store sales increase in 
1996. Further cardholder expansion is planned in 1997 


2. 588 


@ 2 Preferred workplace 
y : To increase team member satisfaction — and 
p 4 reduce turnover and expense — Target is intent 
on becoming the “preferred workplace.” In 1996, 
Target improved its training programs through 
new technology and peer instruction. in addi- 
tion, regular wage and benefit surveys in alt-our 
markets help ensure that we. are offering compet- 
itive compensation. In 1997, Target will also 

f " introduce a new scheduling system in all our 
i stores to better meet team member scheduling 
needs and guest:service requirements. 
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Store growth 
In 1996, Target opened 66 net new stores, including 25 stores in Virginia, Maryland, 
New York and the District of Columbia. This is Target's first entry into the Northeast 
and mid-Atlantic regions, home to 40 percent of the U.S. population. These areas will 
continue to be a primary focus for the division's near-term growth, with Target 
entering New Jersey and Pennsylvania over the next two years. While the cost of i 
store sites in these markets is generally higher, so is the sales 
potential in these densely populated markets. making the profit 
opportunity for these stores equal to or greater than stores in 
other parts of the country. 


Cost-saving practices 
To offer guests the best possible merchandise for the lowest price. Target is 
constantly looking for ways to reduce operating expenses. Our goal is to reduce 
expenses by implementing cost-saving practices into daily store operations. For 
example, stores are now using an electronic “auto pull" system to pull merchandise 
from the stock room to the selling floor to replenish merchandise that has been sold 
The system incorporates data from point-of-sale and incoming freight to identify 
product that is needed on the floor, then creates “batches” of goods to efficiently 
move to the floor. A hand-held computer even directs team members to the exact 
merchandise location in the stock room. The system replaces a complex manual 
procedure for restocking and will save Target millions of dollars annually. In 1996, 
14 Target stores were selected to test a host of other efficient ideas and processes 
that can be introduced into a store's operating environment; after the ideas are 
validated they will be rolled out chainwide in 1997 


Low prices 
Target Store's ability to meet or beat the competition on price — while 
differentiating ourselves from other discounters on trend, quality. 
store environment and guest services — sets us apart. 


In-stock merchandise 
Our goal ts always to delight Target guests by being in stock on the items they want 
and at the same time, to effectively manage inventory levels. That's why 30 million 
replenishment decisions are made every week on 50,000 items. The use of sophisti- 
cated information technology allows us to better respond to guest shopping patterns 
We look at an item's sales pattern, its minimum shelf presentation and buy “to the 
trend” instead of just replacing sold merchandise. We have significantly reduced the 
time between product shipment and when the product arrives in our stores — ensuring 
that we have the right item, in the right place, at the right time, at the right price for 
our guests. 
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Mervyn S is a moderate-priced promotional 


department store that specializes in softgoods. 


In spring 1995, Mervyn’s embarked on a new strategy to re-establish itself with guests and improve its financial performance, 
The current strategy includes holding more promotions, increasing the focus on national brands, refining merchandise 
assortments and infusing a California theme into Mervyn’s merchandise and advertising, Mervyn's priority in 1996 was to 
improve profitability — through higher gross margin and lower expenses — while continuing to refine its merchandising and 
promotional strategies. As a result, Mervyn's fully achieved its profit plan for the year. The division planned sales conserva- 
tively in 1996 to better control inventories, reduce markdowns and allow for proper implementation of the strategy. While 
the 1996 focus on profitability had negative implications for sales results, Mervyn’s is on the right track to revitalize its 


top-line growth in 1997. 


Focused assortments 
Narrower, more focused assortments for our guests is a majar component of Mervyn's 
merchandising strategy. Merchants are buying fewer styles, focusing on key items 
and reducing assortments per in-store fixture. This gives the Mervyn's guest a higher 
probability of regularly finding the right size, color and styling, which drives sales 
performance and helps control inventories. In addition. the sales floor looks cleaner 
and there is greater price-point impact. For example. during the holiday selling 
season, Mervyn's assortment of women’s robes was reduced by almost 60 percent 
from the prior year while sales increased almost 40 percent. This focus on key items 
and styles is being implemented throughout all merchandise categories 


Easy store operations 
Mervyn's goal is to have an easier store to operate through better, clearer processes 
and procedures, and the adoption of best methods. The “Easy Store” initiative elimi 
nates work that doesn't add value. simplifies existing work in the store and calls far 
the use of more advanced technology. As a result, in 1996 Mervyns eliminated more 
than 110 labor hours per store, per month in unnecessary work. For example 
Mervyn's has significantly reduced its back-stock inventory by moving to just-in-time 
product delivery. And the use of hand-held scanners for taking markdowns has 
resulted in better sell-through of clearance merchandise. Easy Store initiatives 
accounted for approximately $40 million of Mervyn's overall $100 million expense 
savings in fiscal 1996 
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National brands | 


Mervyn's is a destination for key 
national brands. Mervyn's new 
merchandising strategy includes 
adding more name brands throughout 
the store and intensifying major 
brands through stronger in-store 
presentation. In the athletic shoe 
area, we have added the Fila and 
Adidas brands to our top-selling Nike 
and Reebok lines and created in-store 
shops to heighten brand recognition. 
As a result, athletic shoes posted a 
high single digit comparable-store 
sales increase at Mervyn's in 1996. 


“Mervyn's Guest First program trains team members in principles of guest service and 
operational standards for the store. Every month mystery shoppers measure Mervyn's stores on 
guest service indicators — such as length of wait for checkout — and how “guest ready” the store is 
compared to internal standards of in-stocks, timeliness of markdowns and accuracy of signing. 

In. 1996, Mervyn's guest satisfaction scores showed significant improvement, particularly in delivering 
faster speed of service for the guest. 


More promotions 

In 1996, Mervyn’s continued to fine-tune the two 
factors essential to any promotional strategy: the 
amount of merchandise on sale and the level of the 
pricing discount. In 1996, Mervyn's offered slightly 
more merchandise on sale than the prior year, 

but took a more focused approach to promotional 
discounts and put deep inventory behind key items. 
As a result, Mervyn's gross margin rate improved 
significantly in 1996 as both promotional mark- 
downs and clearance markdowns declined, while the 
initial markup rate increased compared with 1995. 
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The Department Store Division, 


which operates as Dayton’s, Hudson’s and Marshall Field’s, 
emphasizes fashion leadership, quality merchandise and 
Superior guest service. 


In late 1995, the Department Store Division announced a new strategy designed to return to its heritage as “the best store in 
town.” The strategy, which was implemented in 1996, includes an increased focus on “better” merchandise; more uniqueness 
in merchandise assortments; a reduction in the number of store-wide promotions; and a greater emphasis on guest service. 
The Department Store Division’s results in 1996 reflect this strategic repositioning. While comparable-store sales declined 
as a result of lost promotional volume, sales of regular-priced merchandise and better lines of merchandise showed healthy 
sales increases. The division's 1996 results, while disappointing, are an investment in the future with considerable payback 
expected in the years to come. In 1997, the Department Stores will focus on growing sales while reducing expenses and 
improving overall profitability. 
Fewer promotions 

The Department Stores undertook a more conservative promotional strategy in 

1996, significantly reducing the frequency and duration of store-wide sales events 

As expected, the division's comparable-store sales results were adversely affected by 

this reduced promotional volume during the year. Store-wide promotional days 


declined 50 percent from the prior year. At the same time. the Department Stores 
Le are strengthening the promotional performance on remaining key sales events, such 


as the Daisy Sale and Field Days, through sharper pricing, more varied media 
packages and intensified in-store marketing. And the division is emphasizing 
promotions in specific merchandise categories, such as home textiles and 


intimate apparel, rather than store-wide sales events 


Enhanced guest service 
To strengthen our relationships with guests and improve service levels, we increased 
staffing on the sales floor by 10 percent in 1996 and introduced a new service 
training program called “We Would Be Delighted.” The program defines the high level 
of service that all guests can expect in our stores. Based on guest feedback that they 
expect different levels of service in different areas of the store. the Department Stores 
identified four levels of service: essential, specialized, personalized and wardrobe 
services. Every team member will receive training in these concepts in 1997. In 1996 
the Department Stores’ guest satisfaction scores showed marked improvement with the 


largest gains in areas such as finding help, speed of service and team member attitude 
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More unique merchandise 
To solidify our position of 


fashion leadership, the 
Department Store:Division is 
repositioning and strength- 
ening its ~owned> or private 
label brands. The ‘result will 
be fresher, More innovative 
merchandise for our guests: 
We. are DUIlding on our-core 
brands such as Field Gear, 
Field Manodt, Li State and 
indeed’ Our goalas to signifiz 
cantly increase the penetration 
of our oWned brands:over, the 


nextiwo years: 


Expanded merchandise assortments 
In‘order to re-establish its imagesas a fine department store, the Department Store Division.is expanding 
jtssassortments of sbetter, merchandise, Wehave enhanced our better ready 4o+wear assortments and 
improved tie presentation of better mefchandise with new hxtures and vendor shops. The Department 
store Division now offers “bridge lines: such as Anne Klein! ahdiDana Buchman at.oz2.of our stores 

In the menjs-aréa, We have dncreased our inventory in better sportswear lines such asaommiy, Hinger 
and Nautica, leading to double digit comparable-store sales increéasésin mens collectionsin 1996 


Special merchandising events 

special merchandising events differentiate Dayton's. Hudson's 
and, Marshall Field's, with our guests. Thesé @vents devote 
significant inventory, store spdce and marketing Supportto 
merchandise.one key message or trend. In spring 1996 
~The Player's Shop-Wwas mtroduced to capitalize onthe 
popularity of golfl the shop features ahextensive collection 
of Hame-brand merchandise and 1s supported by special 
events-Such asthe Dayton's Challenge: Golf louraament, As 
a result) 1996 salesiof colf-related merchandise increased 
about 200 percent compdred with 1995 


1996 
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Analysis of Operations 


Our net earnings were $463 million in 1996, compared with 
$311 million in 1995 and $434 million in 1994. Earnings per 
share were $1.95 in 1996, $1.30 in 1995 and $1.84 in 1994, 
(References to earnings per share relate to fully diluted earnings 
per share.) In 1996, earnings were reduced by two unusual items, 
a real estate repositioning charge of $.35 per share and an 
extraordinary charge for the purchase and redemption of debt 
of $.05 per share. 

Operating profit in 1996 improved 30 percent to $1,303 
million in 1996, compared with $1,003 million in 1995 and 
$1,208 million in 1994, Operating proht is last-in, first-out 
(LIFO) earnings trom operations before corporate expense, 
interest and income taxes. Target and Mervyn's operating profit 
improved 45 percent and 53 percent, respectively, compared 
with the prior year, while the Department Store Division (DSD) 
reported a decline of 41 percent. Mervyn's and DSD's 1996 
operating proht results include real estate repositioning charges 
of $114 million and §20 million, respectively. 

We undertook several strategic initiatives that improved 
overall profitability in 1996. Continued growth in profitability is 
expected in 1997, particularly early in the year: 

* Target attained record levels of operating margin (operating 
profit as a percentage of revenues) through strong sales 
momentum, improvement in its gross margin rate and signih- 
cant operating expense savings related to a broad-based produc- 
tivity improvement program. Target expects continued 
mid-single digit comparable-sales increases combined with 
further expense savings initiatives to generate continued 
operating proht growth in 1997, 


Mervyn’s operating profit improved by §167 million in 1996 
before the real estate repositioning charge of $114 million, 
through a combination of substantial expense reduction efforts 
and gross margin improvement. Mervyn's focus in 1997 will be 
on producing positive comparable-store sales growth for the 
year and continuing to improve its overall financial pertor- 


mance. We expect operating profit at Mervyn's to be up only 
modestly from 1996 results before the real estate charge, 
through continued gross margin expansion partially offset by 
the lost profit from 25 to 35 fewer stores. 

* DSD’s sales and operating profit were lower in 1996 than 1995 
due to sales declines and an unfavorable expense rate. DSD’s 
1996 results reflect the transition to its new strategy which 
includes substantially fewer storewide promotional events, a 
greater emphasis on better and more unique merchandise 
assortments and improved guest service. As a result of this 
strategy, DSD expects positive comparable-store sales growth 
combined with a significant expense reduction program to 


produce substantial growth in 1997 operating profit. 


Real Estate Repositioning Charge 
As a result of actions and decisions made in fourth quarter 1996, 
we recorded a pre-tax charge of $134 million, $81 million after- 
tax, for the real estate repositioning at Meryyn’s and DSD to 
strengthen competitive positions and achieve improved long-term 
results. The charge includes $114 million for Mervyn’s to sell 
or close its 25 stores in Florida and Georgia and approximately 
10 other underperforming stores throughout the chain. Also 
included is a net charge of $20 million for DSD’s disposition of 
its four Texas stores and the sale or closure of two other stores. 
In fourth quarter 1996, DSD sold three of its four Texas 
stores. In first quarter 1997, Mervyn's exited the Florida and 
Georgia markets and DSD closed one store, All remaining prop- 
erties are expected to be sold or closed within approximately 
12 to 18 months. 
Real estate repositioning actions at Mervyn's will reduce 
annualized revenue and operating proht by approximately 
$375 million and $15 million, respectively. At DSD, annualized 
revenues and operating profit will be reduced by approximately 


$130 million and $15 million, respectively. 
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Analysis of Operations 


Earnings per Share 
The following earnings per share variance analysis and associated 
discussion represent management's view of the business and, in 
certain respects, differ from the classifications used in the 
Consolidated Results of Operations. In both cases, revenues 
include sales, as well as tinance charges, late fees and other 
revenues. The gross margin rate, as shown in the table below and 
as further discussed, includes cost of retail sales and excludes 
buying and occupancy costs. The operating expense rate, in the 
table and as further discussed, includes selling, publicity and 
administrative expenses (excluding start-up and corporate and 
other expenses), depreciation and amortization, taxes other than 
income taxes and buying and occupancy costs, Start-up expenses, 
disclosed and further discussed separately, are costs associated 
primarily with opening new stores and distribution centers, and 
remodeling existing stores, Corporate and other expense includes 
corporate headquarters expense, corporate charitable contribu- 
tions that support our annual giving program of five percent of 
federal taxable income and a variety of other items. 

Strong sales growth at Target, our lowest gross margin and 
expense rate division, continues to impact our business mix. 
As a result, our overall revenue growth and operating expense 
rate were favorably affected, while the total gross margin rate was 
untavorably affected, Ifthe revenue mix had remained constant 
with 1995, the gross margin rate variance would have been $,14 
more favorable and the operating expense rate variance would 
have been $.21 less favorable. Looking forward, Target is 
expected to continue to have an increasing impact on our overall 
gross margin and expense rate structure reflecting our strategy to 
grow Target more rapidly than our other divisions. 

The following table illustrates the impact of the major factors 
causing the change in earnings per share: 


Earnings Per Share Variance Analysis 1996 vs. 1995 1995 vs. 1994 
Prior year's earnings per share $1.30 $1.84 
Change due to: 
Revenues .27 54 
Gross margin rate: 
HEO 55 (.65) 
| IFO provision 02 57 (.10) (75) 
Operating expense rate an 1 .) — (.27) 
Real estate repositioning charge (.35) 
Start up expenses - (.06) 
Interest expense, net - (.04) 
Corporate and other expense, net (.07) Ol 
Income tax rate (.05) 03 
Extraordinary charge from purchase 
and redemption of debt -05) 
Earnings per share $1.95 $1.40 


Revenues 

In 1996, our total and comparable-store revenues increased 

8 percent and 3 percent, respectively, Comparable-store 
revenues are revenucs from stores open longer than a year. 
Target's 13 percent total revenue increase reflects a 6 percent 
comparable-store revenue increase and new store expansion. 
Mervyn’s total revenue decline of 3 percent resulted primarily 
from a 4 percent comparable-store revenue decline, slightly 
offset by revenues from new stores. DSD's total revenue declined 
| percent due to a 4 percent comparable- store revenue decline, 
primarily reflecting the reduction in promotional days, Increased 
finance charge and late fee revenues at all three operating divi- 
sions also contributed to revenue growth. 

We expect positive comparable-store revenue growth at all 
divisions in 1997. This growth is expected to result from a contin- 
uation of existing trends at Target, an improvement of in-stock 
performance and other marketing refinements at Mervyn's and 
the annualization of promotional calendar changes and merchan 
dise enhancements at DSD, 

Revenue growth in 1995 reflected a combination of new and 
comparable-store growth at Target as well as higher sales, finance 
charge and late fee revenues due to expansion of the Target Guest 
Card, Mervyn's total and comparable-store revenues declined 
retlecting low sales volume in the hrst half of the year and the 
transition to the new, more-promotional strategy, DSD's compa 
rable-store revenues declined primarily duc to reduced guest 
response to promotional events, 

The impact of inflation on our consolidated operations was 
minimal and, as a result, the overall comparable store revenue 


increase closely approximates real growth, 


Revenue Growth (52-week basis) 1996 1995 
All Comp. All Comp. 
Stores Stores Stores Stores 
Target 13% 6% 15% 6% 
Mervyn's (3) (4) (2) (4) 
DsbD ( ! ) (4) (I) 
Total 8% 3% 9%, 3% 


Revenues Per Square Foot* (52week basis) 


(Dollars) 1996 1995 1994 
Target $235 $230 $222 
Mervyn's 179 190) 200 
Dsb 223 240 242 


* Thirtecn month average retail square feet 
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Analysis of Operations 


Gross Margin Rate 

In 1996, strong gross margin rate improvement at Target and 

Mervyn's, offset somewhat by a slight deterioration at DSD, 

resulted in an overall gross margin rate improvement. This 

improvement was partially offset by the effect of Target's larger 
growth and lower gross margin rate structure. 

* Target’s strong gross margin improvement resulted from 
favorable markup and very favorable promotional markdowns, 
Target's 1997 gross margin rate may be adversely affected 
by cycling against the unusually favorable markdown experience 
in 1996. 

* Mervyn’s gross margin rate improved substantially for the 
year, reflecting improved markup and significantly lower 
markdowns. In 1997, we expect modest improvement in 
Mervyn's gross margin rate. 

* DSD’s gross margin rate declined slightly in 1996. Higher 
clearance markdowns were partially offset by improved 
markup and lower promotional markdowns. In 1997, we 
anticipate a somewhat improved gross margin rate, principally 
due to lower clearance markdowns. 

The 1995 gross margin rate declined at all three operating 
divisions from 1994, Target's gross margin rate decrease retlected 
the strength of the low-margin commodity businesses in the 
fourth quarter and a highly competitive pricing environment. 
Mervyn's gross margin rate decline reflected significantly higher 
promotional markdowns without offsetting markup improvement 
during the first half of 1995, DSD’s significant gross margin rate 
decrease was caused by substantially higher clearance markdowns 
and the year-over-year increase in the LIFO provision, partially 
offset by improved markup. 

The LIFO provision was as follows: 


LIFO Provision: (Expense) /Credit 


(Millions of Dollars, except Per Share Data) 1996 1995 1994 
‘Target $ a 
Mervyn's 5 (12) 8 
Dsl (14) (5) VW 
‘Total $ (9) $ (17) $19 


Per Share 


$(.02) 


The LIFO provision is calculated based on inventory levels, 


$(.05) $.05 


markup rates and internally generated retail price indices. In 
1996, the LIFO credit at Mervyn's resulted principally from 


higher markup and lower inventory levels while the LIFO charge 
at DSD resulted primarily from exiting the electronics business 
and the disposition of the Texas stores. The 1995 LIFO charge 
reflected retail price inflation, particularly associated with 
Mervyn's change to a more promotional strategy, partially 

offset by higher markup rates. 


Operating Expense Rate 

The overall operating expense rate improved in 1996, due to 

significant cost reductions at Mervyn's and Target and the favor- 

able effect of Target's increasing impact on the overall expense 
rate structure. In 1997, we expect additional operating expense 
rate improvement, particularly at Target and DSD. 

* Target’s operating expense rate improved in 1996, reflecting 
savings of approximately $60 million in the first year of a three- 
year program to eliminate at least $200 million from operating 
expenses by improving store productivity and reducing head- 
quarters and marketing costs. In 1997, we expect to eliminate 
a similar amount. 

* Mervyn’s operating expense rate improved significantly in 
1996, as a result of more than $100 million in savings realized 
through an extensive expense reduction program, particularly 
in the areas of stores and marketing, Although expense control 
remains a priority in 1997, no new major expense reduction 
initiatives are planned. 

* DSD’s operating expense rate rose in 1996 principally as a 
result of unfavorable sales leverage. In 1997, DSD will imple- 
ment a significant expense reduction program to eliminate 
$50 million or more in costs. 

The 1995 operating expense rate increased over 1994 at all 
three operating divisions, Mervyn's and DSD experienced lower 
sales leveraging and higher marketing and other costs. Target's 
operating expense rate increase resulted principally from higher 


store expenses associated with starting w agc-rate increases. 
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Analysis of Operations 


Start-up Expenses 

Start-up expenses were essentially flat in 1996. Increased 
spending at Target due to its entrance into more expensive 
markets in the mid-Atlantic and Northeast was offset by savings 
from fewer Mervyn's store openings in 1996, We opened 75 new 
stores in 1996 compared with 76 stores in 1995 and 69 stores in 
1994, Start-up expenses are generally recognized evenly 
throughout the year in which the expenses are incurred. 


Interest Expense 

In 1996, interest expense was equal to 1995 as higher average 
debt balances were offset by a lower average portfolio rate. 
Interest expense in 1995 increased $16 million over 1994 as 
higher average debt balances were only partially offset by a lower 
portfolio interest rate. Interest expense in 1997 is expected 

to be similar to 1996. 

During 1996, we repurchased $325 million of sinking fund 
debentures for $340 million, resulting in an extraordinary charge 
of $.05 per share. As a result of these transactions, future annual 
interest expense is expected to be reduced by approximately 
$.03 per share over the period of time the debentures would have 
otherwise remained outstanding. 


Income Tax Rate 

The effective tax rates were 39.5 percent, 38.0 percent and 
39.2 percent in 1996, 1995 and 1994, respectively. The 1996 
effective tax rate reflects a more normalized rate, while lower 
earnings in 1995 caused permanent differences to have a 
greater impact. Our 1997 tax rate is expected to approximate 
the 1996 rate. 


Fourth Quarter Results 


Due to the seasonal nature of the retail industry, fourth quarter 
operating results represent a substantially larger share of the total 
year earnings due to the inclusion of the holiday shopping season. 

Fourth quarter 1996 net earnings were $214 million, 
compared with $228 million in 1995, The fourth quarter earnings 
comparison was unfavorably affected by the real estate reposi- 
tioning charge previously discussed. Earnings per share were $.91 
for the quarter, compared with §.98 last year. 

* Target’s operating proht increased 26 percent over fourth 
quarter 1995, reflecting a7 percent total revenue increase and 
an improved gross margin rate, offset by a slightly higher oper- 
ating expense rate, Comparable-store revenues increased 
3 percent. The gross margin rate improvement was driven by 
improved markup. The operating expense rate increased slightly 
due in part to lower sales leveraging in a shortened holiday 
selling season and higher advertising expenditures. 


Mervyn's operating profit increased $46 million before the 
$114 million real estate charge. Total revenues for the quarter 
declined 9 percent and comparable-store revenues decreased 

7 percent. The gross margin rate was substantially better than 
last year primarily due to significantly lower markdowns and 
slightly higher markup. The operating expense rate deteriorated 
slightly as expense reductions were offset by lower sales 
leverage and higher bad debt expense. 

DSD’s fourth quarter operating profit declined $47 million, 
partially due to the real estate repositioning charge of $20 


million, Total revenues decreased 4 percent and comparable- 
store revenues were down 5 percent. The gross margin rate 
improved reflecting lower promotional markdowns and higher 
markup, principally offset by costs associated with exiting the 
Texas market, DSD’s operating expense rate was substantially 
higher due to lower sales leverage and higher bad debt expense. 
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Analysis of Financial Condition 


Our financial condition remains strong. Cash flow from opera- 
tions was $1,458 million, driven by earnings growth, excellent 
inventory control and improved accounts payable leveraging, 
Internally generated funds continue to be the most important 
component of our capital resources and, along with our ability 
to access a variety of financial markets, provide funding for our 
expansion plans. Our strong cash flow from operations in 1996 
allowed us to reduce total debt by $100 million. In 1997, we 
expect cash flow to remain strong. 

During 1996, accounts receivable increased 14 percent, or 
$210 million, principally due to the expansion of the Guest Card, 
Target's proprictary credit card, In 1997, we expect to continue 
the growth of the Target Guest Card, which will benefit sales, 
accounts receivable and credit profitability. 

A strong inventory / accounts payable equation generated $268 
million in cash tlow for the Corporation in 1996. Inventory levels 
increased only $13 million, reflecting tight inventory control at 
all three divisions, offset by new store growth at Target, while 
accounts payable grew by $281 million over last year, 

Capital expenditures in 1996 were $1,301 million, compared 
with $1,522 million in 1995. Target's growth in store count and 
square footage was essentially the same in both years, while the 
reduction in capital expenditures was principally due to Mervyn’s 
1995 entry into the Minneapolis market. Investment in Target 
comprised 81 percent of 1996 capital expenditures, while 6 
percent and 13 percent were made by Mervyn's and DSD, 
respectively. Net property and equipment increased $173 
million, reflecting capital invested offset by depreciation and the 
effect of real estate repositioning. During 1996, Target added 
66 net new stores, Mervyn's opened five new stores and DSD 
opened four new stores. Approximately 71 percent of total 
capital expenditures was tor new stores. Other investments were 
for distribution, information systems and other infrastructure to 
support our growth, Over the past five years, Target's square 
footage has grown at a compound annual rate of approximately 
10 percent, and this growth rate is expected to continue into the 
foreseeable future. 

Capital expenditures in 1997 are expected to approximate 
$1,500 million for the construction of new stores, remodeling 
of existing stores and other capital support. The majority of new 
store capital continues to be invested in Target. In the upcoming 
year, larget plans to open approximately 65 stores in new and 
existing markets and to construct two new distribution centers, 
Expansion plans for Target in 1997 include new stores in 
California, New York, New Jersey, North Carolina and Virginia. 
Mervyn's will open one new store and DSD plans to open two 
new stores, all in existing markets. 


The Corporation's financing strategy is to ensure liquidity 
and access to capital markets, to manage the amount of floating 
rate debt and to maintain a balanced spectrum of debt maturities. 
Within these parameters, we seek to minimize our cost of 
borrowing, The average rate on our financings, inc luding the sale 
of securitized accounts receivable, decreased to 8.3 percent in 
1996 trom 8.5 percent in 1995, The average portfolio rate is 
expected to decline further in 1997, 

A key to the Corporation's liquidity and capital markets 
access is maintaining strong investment-grade debt ratings. 

Our long-term debt ratings are A-, Baal and BBB+ as rated by 
Duff & Phelps, Moody’s and Standard & Poor's, respectively. 
Those agencies rate our commercial paper as [1)-1-, P-2 and A-2, 
respectively. These ratings were sufficient to support commercial 
paper levels well in excess of our $532 million outstanding at 
year end, Going forward, we expect that continued proht 
increases and cash flow from operations will allow us to fund 

our planned capital expenditures while maintaining or improving 
our debt ratings. 

In addition to the unsecured debt markets, we accessed the 
secured debt market in 1995 through a securitization of our 
accounts receivable, Accounts receivable securitization represents 
an attractive alternative for financing accounts receivable growth 
and other liquidity needs. In 1996, we expanded our securitiza 
tion program by issuing a $300 million, Variable Funding 
Certificate, backed by credit card receivables, The outstanding 
certificate amount fluctuates based on financing needs and was 
$100 million at year end 1996. Further liquidity is provided by 
$1,600 million of committed lines of credit obtained through 


a group of 28 domestic and international banks. 
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Performance Objectives 


Shareholder Return 

Our primary objective is to maximize shareholder value over time 

through a combination of dividend income and share price appre- 

ciation while maintaining a prudent and flexible capital structure. 
Our total return to shareholders approximated 55 percent in 

1996 and has averaged 14 percent and 13 percent per year over 

the last five and ten years, respectively. 


Measuring Value Creation 
We internally measure value creation using a form of Economic 
Value Added* (EVA*), which we define generally as after-tax 
operating profit less a capital charge for all investment employed. 
We calculate EVA before LIFO and non-recurring charges. The 
capital charge is an estimate of our after-tax cost of capital 
adjusted for the age of our stores, recognizing that mature stores 
should inherently have higher returns than newly opened stores. 
We estimate that the after-tax cost of capital for our retail busi- 
ness is 10 percent, while our credit operations’ after-tax cost of 
capital is estimated to be 6 percent as a result of its ability to 
support higher debt levels. We expect to generate returns in 
excess of these costs of capital, thereby producing EVA. 

There is generally a high correlation between generation of 
EVA and the creation of shareholder value. Maximizing EVA is 
the key to maximizing shareholder value over time. EVA is used 


to evaluate our performance and to guide capital investment deci- 
sions. A significant portion of executive incentive compensation is 


tied to the achievement of targeted levels of annual EVA. 


® Economic Value Added and EVA are registered trademarks 
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Financial Objectives 

We believe that managing our business with a focus on EVA helps 
achieve our objective of annual earnings per share growth of 15 
percent or more over time, We intend to produce these results, 
while maintaining a year-end debt ratio for our retail operations 
within a range of 45 percent to 55 percent, which will allow 
efhcient capital market access to fund our growth, Our cash 
flows during 1996 allowed us to reduce our retail debt ratio to 
50 percent, the mid-point of our target range. We expect to 
further reduce our leverage in 1997, 

In evaluating our debt level, we separate retail operations 
from credit operations due to their inherently different financial 
characteristics. We view the appropriate capitalization of our 
credit business to be 88 percent debt and 12 percent equity, 


similar to ratios of comparable credit card businesses. 


1996 1995 1994 
Debt Ratio”: 
Retail 50% 53% 50% 
: __ Credit 88 a 
Total 57% 60% 57% 
Balance Sheet Debt Ratio 53% 56% 55% 


* Includes the impact of off-balance sheet operating leases and $400 million of 
securitized accounts receivable sold, as if they were debt 
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Internal Credit 


Internal credit strategically supports our core retail operations 
and has contributed significantly to our earnings growth. The 
operating margin of our credit operations increased by 18 percent 
in 1996 to $210 million compared with growth in average 
accounts receivable serviced of 11 percent. Improved credit 
performance was driven by continued expansion of the Target 
Guest Card, changes in payment terms at all three divisions and 
development of guest loyalty programs. The increase in the bad 
debt provision over the prior year was principally associated with 
additional reserves to cover potential increases in delinquency 
rates, given national industry trends, 

In 1997, we plan to continue growing the credit business 
by generating new accounts and further implementing guest rela- 
tionship programs. In addition, we intend to reduce expenses by 
improving productivity through further development of common 
credit information systems. Asa result, we expect continued 
growth in operating profit and EVA. 


Credit Operating Profit 
(Millions of Dollars) 1996 1995 1994 


Revenues: 
$ 403 § 313 $ 248 


Finance charge revenues and late fees 


Merchant and deferred billing tees 72 75 65 

‘Total revenues 475 388 313 
Expenses: 

Bad debt provision 149 104 66 

Operating expenses 116 105 77 

‘Total expenses 265 209 143 
Operating Margin 210 179 170 

Net impact from securitization (25) (10) 
Operating Profit, net $ 185 $ 169 $ 170 
Average accounts receivable serviced: 

Target $ 453 S$ 313 § 190 

Mervyn's 799 791 765 

Dsl) 663 615 549 
Total average accounts receivable serviced $1,915 $1,719 $1,504 
Average accounts receivable owned $1,515 $1,558 $1,504 


In the Credit Operating Proht table, revenues, expenses 
and operating margin are associated with accounts receivable 
serviced. Merchant fees are the fees charged to our retail opera- 
tions on a basis similar to fees charged by third-party credit cards. 
Deferred billing fees are charges for carrying non-revenue- 
earning revolving balances. Both the merchant and deferred 
billing fees are intercompany transfer prices that are eliminated 
in consolidation. Operating expenses are those associated with 
granting and servicing credit. The net impact from the 1995 sale 
of $400 million of securitized accounts receivable is a reduction 
of revenues, as well as a reduction in the bad debt provision. 
Average accounts receivable serviced represents an average of all 
accounts receivable, including the securitized accounts receivable 
sold, while the calculation of average accounts receivable owned 
reflects a reduction for the sale of securitized accounts receivable. 

Credit revenue, operating profit and EVA continue to be 
recorded in each of the operating divisions’ results to recognize 


credit’s strategic support of our core retail operations, 
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Supplemental Information 


Pre-tax Segment Profit and EBITDA Pre-tax Segment Profit and EBITDA 
Pre-tax segment profit is operating profit before the impact of 

LIFO, the net reduction related to the sale of securitized accounts 

receivable and the 1996 real estate repositioning charge. EBITDA 


is pre-tax segment profit before depreciation and amortization, a 
Management uses pre-tax segment profit and EBITDA, among = 
other standards, to measure the divisions’ operating performance. 
These measures supplement, and are not intended to represent 
measures of performance in accordance with, disclosures required 3 g 
. ° . . a 7 
by generally accepted accounting principles. They are included S| = a; 
P ent, ; a = wn “ 
as tools for analyzing our results. ie 
1996 os = 
(Millions of Dollars) Target Mervyn's DSD a . 
Operating Profit $1,042 $153 $108 
LIFO expense / (credit) (5) 14 
Net impact from securitization 6 10 9 
Real estate repositioning charge 114 20 
Pre-tax Segment Profit 1,048 272 151 
Depreciation and amortization 377 151 119 
EBITDA $1,425 $423 $270 
sae 94 95 96 
ek . Target 
Target Mervyn 2 DSD @® Pre-tax Segment Profit 
Operating Profit $ 719 $100 $184 mm EBITDA 
(mithons) 
LIFO expense 12 5 
Net impact from securitization 2 5 3 
Pre-tax Segment Profit 721 117 192 da 
Depreciauon and amortization 328 150 113 * 
ns ” 
EBITDA $1,049 $267 $305 x 
Cn ea w“ ipa N 
© i 
Ed “ a 
1994 a é 
Target Mervyn's Dsb a 
Operating Profit $ 732 $206 $270 94 95 96 
LIFO credit (8) (ily Mervyn's 
@® Pre-tax Segment Profit 
Pre-tax Segment Profit 732 198 259 Mm EBITDA 
Depreciation and amortization 294 145 108 {mitions) 
EBITDA $1,026 $343 $367 
™ 
ve) 
ae) Val 
Pre-tax Segment Profit as a Percent of Revenues o # E 
—_ ww ” 
1996 5.9% 6.2% 4.8% a a a 
1995* 4.6 2.6 6.0 a - 
5 we) 
1994 5.4 4.3 8.2 94 95 96 
= > : = DSD 
EBITDA as a Percent of Revenues = fon Segment Profit 
1996 8.0% 9.7% 8.6% (millions) 
1995+ 6.6 te) 9.6 


1994 455 aS 11.7 


* Consisted of 53 weeks 
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Notes to Consolidated Financial Statements 


Business Segment Comparisons (mijiions of Dollars) 1996 1995* 1994 1993 992 90 
Revenues 

Target $17,853 $15,807 $13,600 $11,743 $10,393 § 9,041 
Mervyn's 4,369 4.516 4.561 4,436 4,510 4,143 
Department Store Division 3,149 3,193 3,150 3,054 3,024 2,931 
Total revenues $25,371 $23,516 $21,311 $19,233 $17,927 $16,115 
Operating profit 

Target $ 1,042 Ss FY $ 732 $ 662 S$ 374 S$ 458 
Mervyn's 153 100 206 179 284 284 
Department Store Division 108 184 270 268 228 168 
‘Total operating profit 1,303 1,003 1,208 1,109 1,086 910 
Interest expense, net 442 442 426 446 437 398 
Corporate and other 78 60 68 36 38 40 
Earnings before income taxes and extraordinary charge $783 $s 50) S 714 S 607 $ 611 $ 472 
Assets 

Target $ 8,257 S$ 7,330 $ 6,247 $ 5,495 8 4,913 $ 4,393 
Mervyn's 2,658 2,776 ZONF 2,750 3,042 2,686 
Department Store Division 2,296 2,309 2,392 2,240 2,292 2317 
Corporate and other 178 155 141 293 90) 89 
Total assets $13,389 $12,570 $11,697 $10,778 $10,337 $ 9.485 
Depreciation and amortization 

Target $ 377 S$ 328 S$ 294 $ 264 S$ 236 S$ 209 
Mervyn's 151 150 145 146 135 117 
Department Store Division 119 113 108 104 104 100 
Corporate and other 3 3 | 1 | | 
‘Total depreciation and amortization $ 650 S$ 594 Ss 548 § 515 S 476 $ 427 
Capital expenditures 

Target $ 1,048 $ 1,067 gs 842 S 716 S37 $ 605 
Mervyn's 79 273 146 180 294 303 
Department Store Division 173 16] % &O 72 106 
Corporate and other 1 21 11 ) | 2 
Total capital expenditures $ 1,301 § 1,522 $ 1,095 s S78 Ss 938 S 1,016 


* Consisted of 53 weeks. 


In 1996, operating profit includes real estate repositioning charges of $114 million and $20 million at Mervyn's and DSD, respectively. 


In 1996, operating profit is net of reductions of $6 million, $10 million and $9 million for Target, Mervyn's and DSD, respectively, related to the sale of 
securitized accounts receivable. In 1995, the net reductions were §2 million, $5 million and $3 million for Target, Mervyn's and DSD, respectively. 


Each operating division's assets and operating results include the undivided interest in the accounts receivable held by Dayton Hudson Receivables 
Corporation (in 1995 and 1996) and Retailers National Bank (1993 to 1996), as well as related income and expenses, 
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Consolidated Results of Operations 


(Millions of Dollars, Except Per Share Data) 1996 1995 1994 
Revenues $25,371 $23,516 $21.39] 
Costs and Expenses 
Cost of retail sales, buying and occupancy 18,628 17,527 15,636 
Selling, publicity and administrative 4,289 4,043 3,614 
Depreciation and amortization 650 594 548 
Interest expense, net 442 442 426 
Taxes other than income taxes 445 409 373 
Real estate repositioning charge 134 
Total Costs and Expenses 24,588 23,015 20,597 
Earnings Before Income Taxes and Extraordinary Charge 783 501 714 
Provision for Income Taxes 309 190 280 
Net Earnings Before Extraordinary Charge $ 474 $ 311 $ 434 
Extraordinary Charge from Purchase and Redemption of Debt, Net of Tax 11 
Net Earnings $ 463 $ 311 $ 434 
Primary Earnings Per Share: 
Earnings Before Extraordinary Charge $ 2.07 g 134 $i A592 
Extraordinary Charge .05 
Primary Earnings Per Share $ 2.02 § 1.34 $. 1.92 
Fully Diluted Earnings Per Share: 
Earnings Before Extraordinary Charge $ 2.00 $ 2,30 $ 1.84 
Extraordinary Charge .05 
Fully Diluted Earnings Per Share $ 1.95 $. 1,30 $ 1.84 
Average Common Shares Outstanding (Millions): 
Primary 218.7 216.8 216.0 
Fully Diluted 230.6 229.2 228.9 


See Notes to Consolidated Financial Statements on pages 23-34. 


Summary of Accounting Policies 

Organization Dayton Hudson Corporation is a general merchandise 
retailer, Our operating divisions consist of Target, Mervyn's and 
the Department Store Division (DSD). Target, an upscale 
discount chain located in 38 states, generated 70 percent of our 
1996 revenues. Mervyn's, a middle-market promotional depart- 
ment store located in 16 states in the West, South and Midwest, 
contributed 17 percent of revenues, DSD offers trend leadership, 
quality merchandise and superior service throughout its depart- 
ment stores located in nine states in the Midwest, and produced 
13 percent of revenues. 

Consolidation The financial statements include the accounts of the 
Corporation after elimination of material intercompany balances 


and transactions, All subsidiaries are wholly owned. 


Use of Estimates The preparation of the financial statements in 
conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the 
reported amounts in the financial statements and accompanying 
notes. Actual results could differ from those estimates. 

Fiscal Year Our fiscal year ends on the Saturday nearest January 
31. Unless otherwise stated, references to years in this report 


relate to hscal years rather than to calendar years. 


Fiscal Year Ended Weeks 
1996 February |, 1997 52 
1995 February 4, 1996 33 
1994 January 28, 1995 52 
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Notes to Consolidated Financial Statements 


Revenues 

Finance charge revenues and late fees on internal credit sales were 
$346 million on sales of $3,8 billion in 1996, $292 million on sales 
of $3.8 billion in 1995 and $248 million on sales of $3.6 billion in 
1994, Leased department sales were $162 million, $153 million 
and $156 million in 1996, 1995 and 1994, respectively. 


Earnings Per Share 

Primary earnings per share equals net earnings, less dividend 
requirements on the Employee Stock Ownership Plan (ESOP) 
preferred stock, divided by the average number of common shares 
and common share equivalents outstanding during the period. Fully 
diluted earnings per share assumes conversion of the ESOP preferred 
stock into common stock, Net earnings are adjusted for the addi- 
tional expense required to fund the ESOP debt service, which 
results from the assumed replacement of the ESOP preferred 
dividends with common stock dividends, References to earnings 
per share relate to fully diluted earnings per share, 

During 1996, the Corporation distributed to shareholders 
two additional shares of common stock for each share owned, 
resulting in a three-for-one common stock split. All earnings 
per share, dividends per share and common shares outstanding 
reflect the stock split. 


Advertising Costs 

Advertising costs, included in selling, publicity and administrative 
expenses, are expensed as incurred and were $634 million, $670 
million and $604 million for 1996, 1995 and 1994, respectively. 


Real Estate Repositioning Charge 
As a result of actions and decisions made in fourth quarter 1996 
to sell or close stores, we recorded a pre-tax real estate 
repositioning charge of $134 million ($35 per share). The 
charge includes $114 million for Mervyn's to sell or close its 
25 stores in Florida and Georgia, and approximately 10 other 
underperforming stores throughout the chain. Also included is a 
net charge of $20 million for DSD’s exit from the Texas market 
and the sale or closure of two other stores. 

The real estate repositioning charge reflects a $87 million 
charge for the write-down of property and equipment to its 
net realizable value, which includes the net gain realized on the 
December 1996 sale of the DSD Texas stores. In the first quarter 
1997, Mervyn's exited the Florida and Georgia markets and DSD 
closed one store. All remaining properties are expected to be sold 
or closed within approximately 12 to 18 months. At year end 
1996, properties held for sale are classified in other current assets 
at their net realizable value. 

The charge also includes $47 million for exit costs associated 
with the real estate repositioning effort, including expected cash 


outlays for lease liabilities and other real estate costs, occupancy 
costs during the shut-down period and incremental bad debt 
expense related to the exit of specific markets. There were no 
material charges against the reserve for exit costs in 1996, which 
is included in accrued liabilities at February 1, 1997. 


Income Taxes 
Reconciliation of tax rates is as follows: 


Percent of Earnings Before 


Income Taxes 1996 1995 1994 
Federal statutory rate 35.0% 35.0% 45.08 
State income taxes, net of federal tax benetit 4.6 4.9 4.7 
Dividends on preferred stock (.8) (11) (.6) 
Targeted Jobs Tax Credits (5) (7) 
Other ce (3) 38 
Effective tax rate 39.5% 380% 39,20 
The components of the provision for income taxes were: 
Income Tax Provision Expense/ (Benefit) 
(Millions of Dollars! 1996 1995 1994 
Current; 
Federal $ 344 $158 $62 
State 72 48 59 
416 196 21 
Deferred: 
Federal (89) (5) (34) 
State (18) (1) (7) 
(107) (6) (41) 
Total $ 309 $190 §280 


The components of the net deferred tax asset / (liability) were: 


Net Deferred Tax Asset / (Liability) 


(Millions of Dollars) 1997 1996 
Gross deferred tax assets: 
Self-insured benehts $109 $ 99 
Deferred compensation 85 74 
Postretirement health care obligation 44 44 
Allowance for doubtful accounts 49 28 
Other 108 98 
395 343 
Gross deterred tax liabilities: 
Property and equipment (288) (319) 
Inventory (15) (27) 
Other (35) (47) 
(338) (393) 
Net $57 $ (30) 
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February 1, February 3, 


Consolidated Statements of Financial Position 


February 1, 


(Milhons of Dollars) 1997 
Assets 
Current Assets 
Cash and cash equivalents $ 201 
Accounts receivable 1,720 
Merchandise inventories 3,031 
Other 488 
Total Current Assets 5,440 
Property and Equipment 
Land 1,557 
Buildings and improvements 5,943 
Fixtures and equipment 2,652 
Construction-in-progress 317 
Accumulated depreciation (3,002) 
Property and Equipment, net 7,467 
Other 482 
Total Assets $13,389 
Liabilities and Shareholders’ Investment 
Current Liabilities 
Accounts payable $ 2,528 
Accrued liabilities 1,168 
Income taxes payable 182 
Current portion of long-term debt and notes payable 233 
Total Current Liabilities 4,111 
Long-Term Debt 4,808 
Deferred Income Taxes and Other 630 
Convertible Preferred Stock, net 50 
Shareholders’ Investment 
Convertible preferred stock 271 
Common stock 72 
Additional paid-in capital 146 
Retained earnings 3,348 
Loan to ESOP (47) 
Total Shareholders’ Investment 3,790 
Total Liabilities and Shareholders’ Investment $13,389 


See Notes to Consolidated Financial Statements on pages 23-34. 
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February 3, 
1996 


S15 
1,510 
3,018 

252 


4,955 


1,496 
5,812 
2,482 
434 
(2,930) 


62 


257 
72 
110 
3,044 
(80) 


3,403 


$12,570 


Notes to Consolidated Financial Statements 


Cash Equivalents 
Cash equivalents represent short-term investments with a 
maturity of three months or less from the time of purchase. 


Accounts Receivable 

Accounts receivable are written off when the required payments 
have not been received for six consecutive months. Prior to an 
account being written-off, an allowance is established for poten- 
tial losses. The allowance for doubtful accounts was $119 million 
and $69 million at year-end 1996 and 1995, respectively. 

In September 1995, the Corporation, through its special- 
purpose subsidiary, Dayton Hudson Receivables Corporation 
(DHRC), entered into a securitization transaction under which it 
transfers, on an ongoing basis, substantially all of its credit card 
receivables to a trust in return for certificates representing undi- 
vided interests in the trust’s assets. At that time DHRC sold to the 
public $400 million of three-year Class A certificates, with a fixed 
rate of 6,1 percent, backed by the credit card receivables. The 
issuance of such certificates was recorded as a sale and no gain or 
loss was recorded, DHRC retained a $123 million issue of subor- 
dinated Class B asset-backed certificates, which is classified in 
accounts receivable, Retailers National Bank (the Bank), a national 
credit card bank and wholly owned subsidiary of the Corporation, 
holds a $ percent undivided interest in the accounts receivable 
of the trust. DHRC owns the remaining undivided interest in 
the trust's assets. The Bank continues to generate and service all 
receivables for the trust. The undivided interests in the accounts 
receivable held by DHRC and the Bank, as well as related income 
and expenses, are reflected in each operating division's assets and 
operating results. 

During 1996, we adopted Statement of Financial Accounting 
Standards (SFAS) No. 125, “Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities? 
which provides standards for distinguishing transfers of financial 
assets that are sales from transfers that are secured borrowings 
and prescribes the measurement of assets obtained and liabilities 
incurred ina sale, SFAS No, 125, effective for transfers of 
accounts receivable after December 31, 1996, was not material 
to the financial statements in 1996 and is not expected to be 
material going forward. 


Inventories 

Inventories and the related cost of sales are accounted for by the 
retail accounting method using the last-in, first-out (LIFO) basis 
and are stated at the lower of LIFO cost or market. The LIFO 
reserve was $86 million and $77 million at February 1, 1997 and 
February 3, 1996, respectively, 


Property and Equipment 
Property and equipment are recorded at cost less accumulated 


depreciation, Depreciation is computed using the straight-line 


method over estimated useful lives. Buildings and improvements 
are depreciated over eight to 55 years. Furniture and hxtures are 
depreciated over three to eight years. Accelerated depreciation 
methods are generally used for income tax purposes. 

In first quarter 1996, we adopted SFAS No, 121, “Accounting 
for the Impairment of Long-Lived Assets and for Long-Lived 
Assets to be Disposed of” The impairment loss recorded upon 
adoption was not material to the financial statements. 


Accounts Payable 
Outstanding drafts included in accounts payable were $414 
million and $344 million at year-end 1996 and 1995, respectively. 


Leases 
Assets held under capital leases are included in property and 
equipment, and are charged to depreciation and interest over 
the life of the lease. Operating leases are not capitalized and lease 
rentals are expensed. Rent expense on buildings, classified in 
buying and occupancy, includes percentage rents that are based 
on a percentage of retail sales over stated levels. Total rent expense 
was $146 million, $144 million and $123 million in 1996, 1995 
and 1994, respectively. Most of the long-term leases include 
options to renew, with terms varying from five to 30 years. 
Certain leases also include options to purchase the property. 
Future minimum lease payments required under noncance- 
lable lease agreements existing at February 1, 1997 were: 


Future Minimum Leases Payments Operating Capital 
(Miions of Dollars) Leases Leases 
1997 S TF § 20 
1998 111 19 
1999 103 19 
2000 80 18 
2001 77 18 
After 2001 658 146 
Total future minimum lease payments 1,146 240, 
Less: Interest* (500) (114) 
Present value of minimum lease payments 3 646 $ 126** 


* Calculated using the interest rate at inception for each lease (the weighted average 
interest rate was 9,4 percent, ) 

** Includes current portion of $7 million. 
Commitments and Contingencies 
Commitments for the purchase, construction, lease or remod- 
cling of real estate, facilities and equipment were approximately 
$261 million at February 1, 1997, The Corporation is exposed to 
claims and litigation arising out of the ordinary course of busi- 
ness. Management, after consulting with legal counsel, believes 
that the currently identified claims and litigation will not have a 
material adverse effect on our results of operations or its financial 
condition taken as a whole. 
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Consolidated Statements of Cash Flows 


(Millions of Dollars) 


Operating Activities 
Net earnings before extraordinary charge 
Reconciliation to cash flow: 
Depreciation and amortization 
Deferred tax provision 
Other noncash items affecting earnings 
Changes in operating accounts providing/(requiring) cash: 
Accounts receivable 
Sale of securitized accounts receivable 
Merchandise inventories 
Accounts payable 
Accrued liabilities 
Income taxes payable 
Other 


Cash Flow Provided by Operations 


Investing Activities 
Expenditures for property and equipment 
Proceeds from disposals of property and equipment 


Cash Flow Required for Investing Activities 


Net Financing Sources/(Requirements) 


Financing Activities 
(Decrease)/ increase in notes payable, net 
Additions to long-term debt 
Reductions of long-term debt 
Principal payments received on loan to ESOP 
Dividends paid 
Other 


Cash Flow (Used for)/Provided by Financing Activities 


Net Increase /(Decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 


Cash and Cash Equivalents at End of Year 


Amounts in these statements are presented on a cash basis and therefore may differ from those shown in other sections of this Annual Report. 
Cash paid for income taxes was $352 million, §229 million and $292 million for 1996, 1995 and 1994, respectively. Cash paid for interest 
(including interest capitalized) was $434 million, $451 million and $431 million for 1996, 1995 and 1994, respectively. 


See Notes to Consolidated Financial Statements on pages 23-34. 
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1996 


$ 474 


650 
(107) 
i 


(210) 


(13) 

281 

275 
55 
42 


1,458 


(1,301) 
103 


(1,198) 
260 


(416) 
700 
(414) 
40 
(155) 
i 


(234) 


26 
175 


1995 1994 

§ 3h § 434 
594 548 
(6) (41) 

52 38 
(100) (274) 
400 

(241) (280) 
286 307 
(88) 147 
(38) 30 
(9) (17) 
1,161 892 
(1,522) (1,095) 
17 89 
(1,505) (1,006) 
(344) (114) 
501 247 
150 : 
(210) (199) 
57 58 
(148) (144) 
22 (22) 
372 (60) 
28 (174) 
147 321 

Ss ves $ 147 


Notes to Consolidated Financial Statements 


Lines of Credit 

At February 1, 1997, two committed credit agreements totaling 
$1.6 billion were available from various lending institutions at 
specified rates. There were no balances outstanding at any time 
during the year related to these agreements. 


Long-Term Debt and Notes Payable 

At February 1, 1997, $532 million of notes payable were 
outstanding, $432 million of which were classified as long-term 
debt as they were supported by the Corporation's $800 million 
committed credit agreement that expires in the year 2001, The 
average amount of notes payable outstanding during 1996 was 
$877 million at a weighted-average interest rate of 5.6 percent, 

During 1996, the Dayton Hudson Credit Card Master Trust 
issued, for cash, a $300 million Series 1996-1 Class A Variable 
Funding Certificate backed by credit card receivables. The 
outstanding Certificate amount fluctuates based on financing 
needs and was $100 million at February 1, 1997. The Class A 
Certificate is debt of DHRC and is classified in the current 
portion of long-term debt and notes payable in the Corporation's 
Consolidated Statement of Financial Position. 

In 1996, we issued the following long-term debt: $200 
million at 6.8 percent maturing in 2001, $300 million at 6.4 
percent, maturing in 2003; and $200 million at 7.5 percent, 
maturing in 2006. The proceeds from these issuances were used 
for general corporate purposes. 

Also during 1996, we repurchased for $340 million the 
following sinking fund debentures: $112 million of 9.5 percent, 
due in 2016; $148 million of 9.25 percent, due in 2016; and 
$65 million of 9.875 percent, due in 2017. An extraordinary 
charge, net of tax, of $11 million ($.05 per share) for early 


extinguishment of debt was recorded related to these transactions. 


At year-end the debt portfolio was as follows: 


Long-Term Debt 


and Notes Payable February 1, 1997 February 3, 1996 


(Millions of Dollars) Rate* Balance Rate*™ Balance 
Notes payable 5.6% $ 532 5.6% $ 948 
Notes and debentures: 
Due 1996-2000 9.3 836 8.9 878 
Due 2001-2005 7.6 1,149 84 649 
Due 2006-2010 9.0 648 ry 448 
Due 2011-2015 8.9 379 8.9 379 
Due 2016-2020 9.6 436 96 787 
Due 2021-2023 8.5 935 8.5 935 
Total notes payable, notes and debentures** 4,915 5,024 
Capital lease obligations 126 WW7 
Less: current portion (233 (182) 
Long-term debt and notes payable $4,808 $4,959 


* Reflects the weighted-average stated interest rate as of year end 
** The estimated fair valuc of total notes payable, notes and debentures, using 
discounted cash flow analysis based on the Corporation's incremental interest rates 
for similar types of financial instruments, was $5,246 million at February 1, 1997 and 
$5,460 at February 3, 1996 


Required principal payments on long-term debt and notes 
payable over the next five years, excluding capital lease obligations, 
are $226 million in 1997, $170 million in 1998, §152 million 
in 1999, $388 million in 2000 and $795 million in 2001. 


29 Dayton Hudson Corporation and Subsidiaries 


Consolidated Statements of Shareholders’ Investment 


Convertible Additional 
Preferred Common Paid-in Retained Loan to 

(Millions of Dollars, Except Per Share Data) Stock Stock Capital Earnings ESOP Total 
January 29, 1994 $273 $72 $ 73 $2,592 S(161) $2,849 
Consolidated net earnings - 434 434 
Dividends declared - (144) (144) 
Tax benefit on unallocated preferred 

stock dividends 6 6 
Conversion of preferred stock and other 7 11 
Net reduction in loan to ESOP - - 34 34 
Stock option activity 3 3 
January 28, 1995 277 Fa 89 2,882 (127) 3,193 
Consolidated net earnings = ‘ 311 311 
Dividends declared - (149) (149) 
Tax benefit on unallocated preferred 

stock dividends - 5 5 
Conversion of preferred stock and other (20) - 11 (9) 
Net reduction in loan to ESOP : 47 47 
Stock option activity - 5 5 
February 3, 1996 257 72 110 3,044 (80) 3,403 
Consolidated net earnings ~ 463 463 
Dividends declared = (159) (159) 
Tax benefit on unallocated preferred 

stock dividends - 7 7 
Conversion of preferred stock and other 14 16 30 
Net reduction in loan to ESOP 33 33 
Stock option activity 13 13 
February 1, 1997 $271 $72 $146 $3,348 $ (47) $3,790 


Common Stock 


Authorized 1,500,000,000 shares, §. 3333 par value; 217,205,226 shares issued and outstanding at February 1, 1997; 215,894,520 


shares issued and outstanding at February 3, 1996. 


Preferred Stock 


Authorized 5,000,000 shares; Series B ESOP Convertible Preferred Stock $.01 par value, 382,921 shares issued and outstanding at 
February 1, 1997; 401,494 shares issued and outstanding at February 3, 1996. Each share converts into 30 shares of the Corporation's 


common stock, has voting rights equal to the equivalent number of common shares and is entitled to cumulative annual dividends of 


$56.20. Under certain circumstances, the shares may be redeemed at the clection of the Corporation or the ESOP. 


Junior Preferred Stock Rights 
In September 1996, the Corporation declared a distribution of preferred share purchase rights. Terms of the plan provide for a 
distribution of one preferred share purchase right for each outstanding share of the Corporation's common stock. Each right 


will entitle shareholders to buy one three-hundredth of a share of a new series of junior participating preferred stock at an exercise 


price of $100, subject to adjustment. The rights will be exercisable only if a person or group acquires ownership of 20 percent or 
more of the Corporation's common stock or announces a tender offer to acquire 30 percent or more of the common stock, 


See Notes to Consolidated Financial Statements on pages 23-34. 
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Notes to Consolidated Financial Statements 


Stock Option Plan 

The Corporation has a stock option plan for key employees. 
Options have included Incentive Stock Options, Non- Qualified 
Stock Options or a combination of the two. A majority of the 
options contain a vesting schedule so that 12 months after the 
grant date, 25 percent of the options granted become exercis- 
able, with another 25 percent vesting after each succeeding 

12 months. These options are cumulatively exercisable and expire 
no later than ten years after the date of the grant. In 1995, we 
adopted a non-qualified stock option plan for nonemployce 
members of the Board of Directors, Such options become exercis- 
able after one year and have a ten year term. The 1997 grant was 
moved up to January 1997 and fell within 1996, resulting in two 
grants in the same fiscal year. The typical frequency of stock 
option grants is once each year, 

The Corporation has had a performance share and restricted 
stock award plan for key employees. Performance shares are 
earned to the extent certain financial goals are met over a four- 
year period. Performance shares and restricted stock awards are 
placed in escrow until retirement, subject to certain further 


restrictions, and result in compensation expense. 


Options, Performance Shares and 
Restricted Stock Awards Outstanding 


Options 


Shares Outstanding Shares Exercisable 


Weighter| Weighted 

Number Average Number Average = Perform — Restricted 

ot Exercise at Exereise ance Stock 

Shares Price Shares Prive Shares Awards 

January 29, 1994 3,818 463 $19.89 1,963,872 $17.35 743,067 91.482 
Granted 602,658 25.39. 
Cancelled (208 614) 22.54 
Exercised (234,507) 13.98 

January 28, 1995 3,978,000 20.93 2,513,169 IS.87 743,868 130,686 


Granted 1,492,377 23.50 
(104, 190) 23.93 


(382,758) 13.96 


Cancelled 


Exercised 


February 3.1996 4,983,429 22.17 2,685,945 20.59 803,703 179,619 
Granted 3,269,923 32.17 
Cancelled (72,630) 24.37 


Exercised 


(875,580) 19.35 
$26.97 2,391,183 


February 1, 1997 7,305,142 $21.77 632,028 155,308 


As of February 1, 1997, there were 935,639 options 
outstanding with exercise prices between $10.08 and $19.94, 
1,890,109 options with exercise prices between $20.85 and 
$24.83, 2,594,160 options with exercise prices between §25,04 
and $28.35 and 1,885,234 options with an exercise price of 
$37.38. As of February 1, 1997, outstanding options had a 
weighted-average remaining contractual lite of 7.5 years. The 
number of shares of unissued common stock reserved for future 
grants under the stock option plans were 4,564,547 at 
February 1, 1997 and 7,631,415 at February 3, 1996, 

The Corporation applies Accounting Principles Board (APB) 
Opinion No, 25, “Accounting for Stock Issued to Employees, 
and related Interpretations to account for its stock option plans, 
Under APB No. 25, no compensation expense is recognized if the 
exercise price of the Corporation's employee stock options equals 
the market price on the grant date. SFAS No. 123, “Accounting 
for Stock-Based Compensation” requires that the fair value 
of options granted during 1996 and 1995 and the pro forma 
impact on earnings to be disclosed when material. The pro 
forma impact was not material for 1996 and 1995. 


Pension Plans 

The Corporation has three defined benefit pension plans that 
cover all employees who meet certain requirements of age, length 
of service and hours worked per year. Benefits are provided based 
upon years of service and the employee's compensation, 
Contributions to the pension plans, which are made solely by the 
Corporation, are determined by an outside actuarial firm. To 
compute net pension cost, the actuarial firm estimates the total 
benefits that will ultimately be paid to eligible employees and 
then allocates these costs to service periods. The period over 
which unrecognized pension costs and credits are amortized, 
including prior service costs and actuarial gains and losses, is 
based on the remaining service period for those employees 
expected to receive pension benefits. 
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Notes to Consolidated Financial Statements 


Net Pension Expense 


(Millions of Dollars) 1996 1995 1994 
Service cost-benefits earned during the period $ 26 $21 $25 
Interest cost on projected benefit obligation 37 35 33 
Return on assets-current (78) (87) (10) 
-deferred 36 47 (26) 
Total $21 $16 $ 22 
Actuarial Assumptions 1996 1995 1994 
Discount rate THY T4% 84% 
Expected long-term rate of return on plans’ assets 9 9 9 
Average assumed rate of compensation increase 4% 4% 5 
December 31, 
Funded Status 1996 1995 
Actuarial present value of 
Vested benefit obligation $428 $412 
Accumulated benefit obligation 455 438 
Projected benefit obligation 523 503 
Fair market value of plans’ assets* 587 518 
Plans’ assets in excess of projected 
benefit obligation 64 15 
Unrecognized prior service cost 2 2 
Unrecognized net actuarial (gain)/loss 21 21 
Prepaid pension assets $ 45 $ 38 


* Plans’ assets consist primarily of equity and fixed-income securities. 


Employee Stock Ownership Plan 

The Corporation sponsors a defined contribution employee benefit 
plan. Employees who meet certain eligibility requirements may 
participate by investing up to 15 percent of their compensation, 

We match 100 percent of each employee's contribution up to 

5 percent of each participant’s total compensation. Our contribu- 
tion to the plan is invested in the ESOP. It is anticipated that all 
available ESOP shares will be allocated to participants by early 
1998. At that time, management intends to provide new ESOP 
shares for funding the employer match. 

In 1989, we loaned $379 million to the ESOP at a 9 percent 
interest rate. Proceeds from the loan were used by the ESOP to 
purchase 438,353 shares of Series B ESOP Convertible Preferred 
Stock of the Corporation. The original issue value of the ESOP 
preferred stock of $864.60 per share is guaranteed by the 
Corporation, 

Our contributions to the ESOP, plus dividends paid on all 
preferred stock held by the ESOP, are used to repay the loan prin- 
cipal and interest. Cash contributed by us to the ESOP was $23 
million in 1996, $45 million in 1995 and $50 million in 1994. 
Dividends earned on shares held by the ESOP were $22 million 
in 1996, $23 million in 1995 and $24 million in 1994. The divi- 
dends on allocated preferred stock are paid to participants’ 
accounts in additional shares of preferred stock, Benefits expense, 


calculated based on the shares allocated method, was $31 million 
in 1996, $39 million in 1995 and §33 million in 1994, 

Upon a participant's termination, we are required to 
exchange at fair value each share of preferred stock for 30 shares 
of common stock and cash, if any. At February 1, 1997, 319,527 
shares of the ESOP preferred stock were allocated to participants 
and had a fair value of $411 million. 

The convertible preferred stock and related loan to ESOP are 
classified as Shareholders’ Investment to the extent the preferred 
stock is permanent equity. The remaining convertible preferred 
stock of $60 million, net of the related loan to ESOP of $10 
million at February 1, 1997, represents our maximum cash oblig- 
ation at year-end, measured by the market value difference 
between the preferred stock and common stock, and is excluded 
from Shareholders’ Investment. 


Postretirement Health Care Benefits 

Employees eligible for retirement become eligible for certain 
health care benefits if they meet minimum age and service 
requirements, and agree to contribute a portion of the cost, 
We have the right to modify or terminate these benefits, 


Accumulated Postretirement 


Benefit Obligation December 31 
(Millons of Dollars) 1996 1995 
Retirees $ 48 $51 
Fully eligible active plan participants 18 18 
Other active plan participants 10 ia 
Prior service cost (4) (4) 
Unrecognized gain 31 27 
Total $103 $103 
Net Periodic Cost 1996 1995 1994 
Service cost — benefits earned during the period $1 $| $2 
Interest cost on accumulated benefits 5 5 6 


Total $6 $6 $8 


An increase in the cost of covered health care benefits of 
7 percent is assumed for fiscal 1997. The rate is assumed to 
decrease to 6 percent in the year 2000 and remain at that level 
thereafter. The health care cost trend rate assumption has a signift- 
cant effect on the amounts reported. For example, a | percent 
increase in the health care trend rate would increase the accumu 
lated postretirement beneht obligation by $5 million at February 
1, 1997 and the net periodic cost by $.4 million for the year. The 
discount rate used in determining the accumulated postretire 
ment benefit obligation was 7% percent for 1996, 7% percent for 
1995 and 8% percent for 1994. 
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Quarterly Results (Unaudited) 

The same accounting policies are followed in preparing quarterly financial data as are followed in preparing annual data. Costs directly 
associated with revenues, such as cost of goods sold and percentage rent on leased stores, are allocated based on reyenues. Certain other 
costs not directly associated with revenues, such as benefit plan expenses and real estate taxes, are allocated evenly throughout the year. 


The table below summarizes results by quarter for 1996 and 1995: 


(Millions of Dollars, except Per Share Data) First Quarter Second Quarter Third Quarter Fourth Quarter ‘Total Year 
1996 1995 1996 1995 1996 1995 1996 1995 1996 1995 

Revenues $5,380 $4,757 $5,751 $5,236 $6,073 $5,573 $8,167 $7,950 $25,371 $23,516 
Gross Profit (a) $1,431 $1,253 $1,554 $1,340 $1,621 $1,460 $2,137 $1,936 $ 6,743 $ 5,989 
Net Earnings Before 

Extraordinary Charge (b) $ 42 i $ 101 $ 28 $ 116 $ 44 § 215 $ 228 $ 474 S: Sil 
Net Earnings (b) (©) $ 41 $. a $ 101 $ 28 $ 107 $ 44 $ 214 5 228 $ 463 Se Sit 
Primary Earnings 
Per Share (b) (c) (d) S lf $. 103 $ 44 So Tt $ 47 $ .18 $95 $ 1.03 $ 2.02 § 1.34 
Fully Diluted Earnings 

Per Share (b) (c) (d) $ .16 $ .03 $ .42 efi $ 45 a $ .91 $98 -§ 158 4. 130 
Dividends Declared Per Share (d) $ .15 $ 15 $ .16 S. 25 $ .16 $ 16 S&S 21h § lS S$ 8 § 59 
Common Stock Price (e) 

High $ 32% § We §. 36% 3$ 26K § 36 $ 264 $ 3A £ 25h § 39% §$ 26" 

Low 24% 21% 29% 21% 30% 23% 34% 22% 24% 21" 


(a) Gross profit is revenues less cost of retail sales, buying and occupancy. The LIFO provision, included in gross profit, is adjusted cach quarter for 
estimated changes in year-end inventory levels, markup rates and internally generated retail price indices. A final adjustment is recorded in the 
fourth quarter for the difference between the prior quarters’ estimates and the actual total year LIFO provision. 


(b) Fourth quarter and total year 1996 net earnings before extraordinary charges and earnings per share reflect a pre-tax real estate repositioning 
charge of $134 million ($81 million after tax), or $.35 per primary and fully diluted share. 


(c) In 1996, first, third and fourth quarter net earnings reflect extraordinary charges related to the purchase and redemption of debt, net of tax, of 
$1 million, $9 million and $1 million, respectively, or $.00, $.04 and $.01 per primary and fully diluted share. 


(d) Per share amounts are computed independently for each of the quarters presented, The sum of the quarters may not equal the total year amount 
due to the impact of changes in average quarterly shares outstanding and/or rounding caused by the 1996 three-for-one common stock split. 


(¢) The Corporation's common stock is listed on the New York Stock Exchange and Pacific Stock Exchange. At March 21, 1997 there were 
10,958 shareholders of record and the common stock price closed at $42% per share, 
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Report of Independent Auditors 
Board of Directors and Shareholders 
Dayton Hudson Corporation 

We have audited the accompanying consolidated statements of 
financial position of Dayton Hudson Corporation and subsidiaries 
as of February 1, 1997 and February 3, 1996 and the related 
consolidated results of operations, cash flows and shareholders’ 
investment for each of the three years in the period ended 
February 1, 1997, These financial statements are the responsibility 
of the Corporation’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits, 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit 


Report of Management 

Management is responsible for the consistency, integrity and presentation of the 
information in the Annual Report. The consolidated financial statements and 
other information presented in this Annual Report have been prepared in accor- 
dance with generally accepted accounting principles and include necessary judg- 
ments and estimates by management. 

To fulfill our responsibility, we maintain comprehensive systems of internal 
control designed to provide reasonable assurance that assets are safeguarded and 
transactions are executed in accordance with established procedures. The 
concept of reasonable assurance is based upon a recognition that the cost of the 
controls should not exceed the benefits derived. We believe our systems of 
internal control provide this reasonable assurance. 

The Board of Directors exercises its oversight role with respect to the 
Corporation's systems of internal control primarily through its Audit 
Committee, which is comprised of five independent directors, The Committee 
oversees the Corporation's systems of internal control, accounting practices, 
financial reporting and audits to ensure their quality, integrity and objectivity are 
sufficient to protect shareholders’ investments, The Committee's report appears 


on this page. 


also includes assessing the accounting principles used and signifi- 
cant estimates made by management, as well as evaluating the 
overall financial statement presentation, We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above 
present fairly, in all material respects, the consolidated financial 
position of Dayton Hudson Corporation and subsidiaries at 
February 1, 1997 and February 3, 1996 and the consolidated 
results of their operations and their cash flows for each of the 
three years in the period ended February 1, 1997 in conformity 
with generally accepted accounting principles. 


Grnet + LLP 


Ernst & Young LLP 
Minneapolis, Minnesota 
March 3, 1997 


In addition, our consolidated financial statements have been audited by 
Ernst & Young LLP, independent auditors, whose report also appears on this 
page. Asa part of its audit, Ernst & Young LLP develops and maintains an under 
standing of the Corporation's internal accounting controls and conducts such 
tests and employs such procedures as it considers necessary to render its opinion 
on the consolidated financial statements, Their report expresses an opinion as to 
the fair presentation, in all material respects, of the consolidated financial state 


ments and is based on independent audits made in accordance with generally 


VQ O.Lasen 


Douglas A. Scovanner 


accepted auditing standards, 


Ct Vk 


Robert J. Ulrich 
Chairman of the Board and 
Chiel Executive Officer 


Senior Vice President and 
Chief Financial Officer 


JoAnn Bogdan 
Controller and Chief Accounting Othcer 


March 3, 1997 


Report of Audit Committee 

The Audit Committee met three times during fiscal 1996 to review the overall 
audit scope, plans for internal and independent audits, the Corporation's systems 
of internal control, emerging accounting issues, officer and director expenses, audit 
fees and retirement plans. The Committee also met individually with the internal 
auditors and independent auditors, without management present, to discuss the 
results of their audits, The Committee encourages the internal and independent audi- 
tors to communicate closely with the Committee. 


Audit Committee results were reported to the full Board of Directors, and 
the Corporation's annual financial statements were reviewed and appre wed by 
the Board of Directors before issuance. The Audit Committee also recom 
mended to the Board of Directors that the independent auditors be reappointed 
for fiscal 1997, subject to the approval of the shareholders at the annual meeting. 


March 3, 1997 
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Summary Financial and Operating Data 


(Millions of Dollars, Except Per Share Data) 1996 1995(a) 1994 1993 1992 199] 
Income Statement Data 
Revenues $ 25,371 23,516 21,311 19,233 eB leis 16,115 
Cost of retail sales, buying and occupancy § 18,628 17527 15,636 14,164 13,129 11,751 
Selling, publicity and administrative $ 4,289 4,043 3,614 3,158 2,961 2,784 
Depreciation and amortization $ 650 594 548 315 476 427 
Interest expense, net $ 442 442 426 446 437 398 
Earnings before income taxes 
and extraordinary charge (b) $ 783 501 714 607 611 472 
Income taxes $ 309 190 280 232 228 171 
Net earnings (b)(c) $ 463 311 434 375 383 301 
Financial Position Data 
Working capital $ 1,329 1,432 1,569 1,436 1,450 1,452 
Property and equipment, net $ 7,467 7,294 6,385 5,947 3,563 5,102 
Total assets $ 13,389 12,570 11,697 10,778 10,337 9.485 
Long-term debt $ 4,808 4,959 4,488 4,279 4,330 4,227 
Shareholders’ investment $ 3,790 3,403 3,193 2,849 2,566 2,279 
Per Common Share Data 
Fully diluted earnings per share (b)(c) $ 1.95 1.30 1.84 1.59 1,61 1.24 
Cash dividend declared $ .63 59 56 34 51 49 
Market price — high $ 39% 26% 28% 27% 26s 26% 
Market price — low 5 244 21% 21% 21% 193 18% 
Market price — year-end close $ 37% 25 23 22 23° 21% 
Common shareholders’ investment $ 16.42 14.94 14.15 12.76 11.61 10.44 
Other Data 
Average common shares outstanding (millions) 216.7 215.5 214.8 214.5 213.9 213.6 
Fully diluted average common 
shares outstanding (millions) 230.6 229.2 228.9 2283 227.7 227.7 
Capital expenditures $ 1,301 1,522 1,095 978 938 1,016 
Number of Stores: Target 736 670 611 554 506 463 
Mervyn's 300 295 286 276 265 245 
DSD 65 64 63 63 63 62 
Total stores 1,101 1,029 960 893 834 770 
Total retail square footage (thousands) 117,989 109,091 101,163 93,947 87,362 80,309 
Number of employees 218,000 214,000 194,000 174,000 170,000 168,000 


The Summary Financial and Operating Data should be read in conjunction with the Notes to Consolidated Financial Statements on pages 23-34. 
Per share amounts and shares outstanding for 1995 and earlier are restated to reflect a three-for-one Common Stock split effective July 17, 1996. 


(a) Consisted of 53 weeks. 


(b) 1996 includes a pre-tax real estate repositioning charge of §134 million ($81 million after-tax), or $.35 per share. 


(c) 1996 includes an extraordinary charge, net of tax, of $11 million, or $.05 per share, related to purchase and redemption of debt. 
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Helping our COMMuNIteS 1006 


Dayton Hudson and its employees celebrated 50 years 


of investing 5 percent of our federally 
taxable income in our store communities. 
Since 1946, we have made contributions 
of more than $350 million in our communities 
and have helped make a difference in many 
people’s lives. To mark the 50-year anniversary, our stores 


througnout the country completed various community service 


projects as part of our “50 Acts of Giving” celebration. 


In 1996, the giving budget for our three operating divisions and the Dayton Hudson Foundation totaled more than 
§23 million, which included $2.6 million in corporate contributions to more than 300 United Way organizations in 39 states. 
Contributions by employees added another $10.5 million, bringing total 1996 contributions to the United Way to $13.1 million. 
Our divisions also support many special programs. 
In 1996, Target entered into a partnership with St, Jude Children’s Research Hospital and is contributing more than 
$3 million to construct “Target House,’ a housing unit for the families of St. Jude patients, During 1996, Target also signed on 
as the lead sponsor to help restore one of the nation’s oldest landmarks — the Washington Monument — by guaranteeing 
$1 million to the National Park Service. 
Mervyn’s teamed up with the Women’s Sports Foundation in 1996 to establish a college scholarship fund for 
high school senior girls. And for the fourth year, Mervyn's partnered with local nonprofit organizations to fund ChildSpree, 
which provided 12,000 needy children with school clothing and supplies. 
The Department Store Division continued to support arts in education initiatives in 1996, including a Minnesota effort 
to integrate arts programming into all curriculum areas at 20 public schools. In Detroit, Hudson's supports the Arts Centered 
Education program. And Marshall Field’s continues to fund the Chicago Arts Partnerships in Education, designed to improve 
education at the city’s public schools. 


After 50 years we remain committed to investing in our communities. 
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Dayton Hudson Corporation 
Corporate Offices: 777 Nicollet Mall 
Minneapolis, Minnesota 55402 
(612)370-6948 


Annual Méeting 

The Annual Meeting of Shareholders 
is scheduled for May 21, 1997, at 
9:30.a.m. CDT at The Children’s 
Theatre, 2400 Third Avenue South, 
Minneapolis, Minnesota. 


Shareholder information 

Quarterly and annual shareholder 
information, including the Form 10-Q 
and Form 10-K Annual Report, which 
are filed with the Securities and 
Exchange Commission, is available at 
no charge to shareholders. To obtain 
copies of these materials, you may call 
612-370-6736 or write to: Director, 
Investor Relations, Dayton Hudson 
Corporation, 777 Nicollet Mall, 
Minneapolis, Minnesota 55402. 


Dividend Reinvestment Plan 

The dividend reinvestment plan is a 
convenient way for Dayton Hudson 
shareholders to acquire additional 
shares of the Corporation's common 
stock through automatic dividend 
reinvestment or voluntary cash 
purchase. All registered holders of 
Dayton Hudson common stock may 
participate. For more information, 
write to: First Chicago Trust Company 
of New York, P.O. Box 2500, 

Jersey City, NJ 07303-2500, or 

call 1-800-317-4445. 


Transfer Agent, Registrar <nd 
Dividend Disbursing Agent 
First Chicago Trust Company 
of New York 


Triistee; Employee Savings (401k) 
and Pension Plans 
State Street Bank and Trust Company 


Stock Exchange Listings 
(Trading symbol DH) 

New York Stock Exchange and 
Pacific Stock Exchange 


Shareholder Assistance 

For assistance regarding individual 
stock records, lost certificates, name 
or address changes, dividend or tax 
questions, write to: First Chicago 
Trust Company of New York, 

P. O. Box 2500, Jersey City, NJ 
07303-2500, or call 1-800-317-4445. 
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